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Introduction

Chairman Glenn Butash, Issue Chair and members of the ERISA Advisory Council, thank
you for the opportunity to submit these comments for the record. Alight is pleased to
share our thoughts and research with the ERISA Advisory Council on the important topic
of brokerage windows in participant-directed individual account retirement plans (i.e.,
self-directed brokerage accounts, “SDBA”).

Alight is a leading provider of benefits administration and cloud-based HR and financial
solutions. We are the largest independent recordkeeper of employer-provided defined
benefit and defined contribution plans, serving millions of retirement plan participants in
the U.S. Central to this mission is helping our clients secure better retirement futures for
their employees by delivering solutions and strategies designed in the participants’ best
interest. In order to do that, we conduct in-depth research to understand participants’
decisions and actions that impact retirement security, and how plan sponsors can help
participants manage their financial situation, including goals, time horizon and risk
tolerance.

Our testimony will focus on the history of brokerage windows, how they have evolved,
how they are being used today, and what disclosures to participants are required. We
believe our testimony generally reflects the perspectives of sponsors of large and mid-
sized defined contribution plans’. We will routinely cite data from two credible research
reports, Trends & Experience in Defined Contribution Plans and Universe Benchmarks.
The Trends & Experience survey was completed by more than 240 employers, across a
variety of plan types, sizes and industries. Combined, these plans represent
approximately 8.5 million employees and more than $725 billion in assets. Universe
Benchmarks reflects the saving and investing behavior of approximately three million
employees eligible for defined contribution plans.

As a provider of a brokerage window and as a trusted service provider to defined
contribution plan sponsors, Alight has experience with large plan sponsors that provide
brokerage windows. Based on those experiences, we believe that brokerage windows,
while not appropriate for all investors, do provide a beneficial investment option for
certain plan participants who are interested and willing to take a very hands-on approach
to managing their investments. It is also our view that participants with access to
brokerage windows are adequately protected under ERISA.

T Alight describes a mid-size plan as any plan with 5,000-14,999 eligible employees and a large
plan as any plan with 15,000 or more eligible employees.
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Testimony

Background on brokerage windows

Since 401(k)s first went into effect in the early 1980s, plan sponsors have offered a
variety of investment choices because they must follow the rules and regulations
under ERISA. Generally, these plans work well because of the extensive due
diligence conducted by plan sponsors, and because they attempt to simplify
participant choices within the plan menu and eliminate the confusion that comes
with having too many investment options.

Defined contribution plans such as 401(k)s are clearly the predominant source of
retirement wealth for most Americans. Increasingly, however, employers are
making brokerage windows available in their 401(k) plans in response to employee
demand for more investment options.

In simple terms, brokerage windows give participants more control over how they
invest their money. Brokerage windows allow participants to establish a personal
brokerage account within their employer’s defined contribution plan. The
investment options made available through brokerage windows are usually much
more numerous than in the plan menu, thus giving participants access to a broader
array of stocks, bonds, mutual funds and exchange traded funds (ETFs).

For the plan sponsor, brokerage windows are a way to keep the core fund lineup
simple because it satisfies participant demand for niche investment products while
avoiding changes to the core investment options. Participants affirmatively agree to
the terms and conditions of these brokerage accounts and are responsible for any
fees associated with maintaining and trading in those accounts.

Opportunities for participants

More options and flexibility

Participants in defined contribution plans often have diverse investment needs.
Brokerage windows can serve to complement the investment options offered to
participants and enable participants who have the experience and desire to direct
their own investments the opportunity to do so. More choice and control within their
portfolio can be appealing to sophisticated investors who also use financial advisors
to help manage these assets.

In 2019, an average of 25 investment options were offered in defined contributions
plans?, which has been relatively consistent for the last several years. Alternatively,

2 Alight Solutions, Trends & Experience in Defined Contribution Plans (2019).
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brokerage windows allow participants to choose from a virtually unlimited range of
mutual fund families, stocks and fixed-income products. Participants have the
option to invest in asset classes and sectors that may not be available in their core
menu but are attractive to their investor profile such as environmental, social and
governance (ESG) funds.
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Source: Alight Solutions, Trends & Experience in Defined Contribution Plans (2019).

When retirement account balances grow larger, participants may want the
flexibility and choice that brokerage windows offer. While participants usually can’t
deposit contributions directly into brokerage windows, they can transfer money
from their defined contribution plan’s investment funds into a brokerage window at
any time.

Participants who invest in brokerage windows within their defined contribution plan
maintain many of the benefits of investing through an employer plan, including the
economy of scale provided by institutional investing, which may lower trading and
other fees within the brokerage window. In addition, participants have access to
tools and screeners that would otherwise need to be purchased.
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Potential for increased risk

While brokerage windows can offer participants new investing opportunities, they
aren’t appropriate for everyone. Participants assume the full risk and responsibility
for their investments they select, so they must be prepared to closely manage and
monitor this portion of their plan. Although the instances are rare, if participants
aren’t experienced investors, don’t have the time to do proper research, or don’t
seek professional advice, they may mismanage their 401 (k) assets and make riskier
decisions that the plan lineups are design to help mitigate.

lll.  Participant profile
Older, higher salaried and higher-tenured participants are most likely to use

brokerage windows. Participants making at least $100,000 annually are the most
common users of brokerage windows.
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Source: Alight Solutions, Trends & Experience in Defined Contribution Plans (2019).
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Average SDBA Balance - By Age
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Average SDBA Balance - By Salary
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Percentage of Participants Using SDBA - By Tenure

0.0%
B.0%
7.0%
B.0%
5.0%
3.0%

4.0%
3.0%
2.0% 1o

- 1.1%

0.8%
o1% O B B I

0.0% — - |

0-1 1-2 2-3 -4 4-5 5-6 6-10 10-20 20-30

Source: Alight Solutions, Trends & Experience in Defined Contribution Plans (2019).
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Average SDBA Balance - By Tenure

5500, 000 5470,830

5400, 000
5293,530

£300,000

110,320
,,,,, 592, 540c03 230 .
$100,000 57 552 543555 220
53.' 120
510,320
50 —

g-10 10-2

- 1 - - 2“ 3a 3a
o L5 5 5 5 o

Alight Solutions, Trends & Experience in Defined Contribution Plans (2019).

IV. Prevalence and usage

The number of plan sponsors that offer brokerage windows has steadily increased
over time. In 2019, 46% of plans in the market offered a brokerage window.

Self-directed brokerage windows

Plans offering self-directed brokerage windows
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Source: Alight Solutions, Trends & Experience in Defined Contribution Plans (2019).

The rate of participants that use brokerage windows has remained close to 2%
for the last several years, with 2.4% participants using them in 2020. On average,
participants using brokerage windows allocate half of their defined contribution
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plan balance to the window—up from 44% in 2018.

Source: Alight Solutions, Universe Benchmarks (2021).

V. Plan sponsor oversight
Plan sponsors can customize brokerage windows to best achieve their plan goals
and fit the needs and interests of their participants.
Fifty-four percent of plans that offer brokerage windows have no-to-very minimal
($1,000 or less balance required in the 401(k) account) restrictions on the maximum
percentage of the balance that can be invested in the brokerage window, while the
remaining plans place varying restrictions on participants. The most common
restriction is to prohibit participants from investing more than 50% of their balance
in the brokerage window, with 19% of plan sponsors with brokerage window
offerings using this restriction?.
In addition, plan sponsors may choose to limit investment options in a brokerage
window. While 60% of plan sponsors who offer brokerage windows do allow for full
brokerage options, the remaining 40% of plan sponsors limit the investment options
in some way. For example, of this 40%, 9% allow for a mix of mutual funds and ETFs
while the remaining 31% allow for only mutual funds®.
VI. Disclosures
In our experience, before participants can open a brokerage account, they are
required to complete necessary paperwork that includes acknowledgements and
disclosures about fees and how they relate to their 401(k) plan as well as the nature
of a brokerage window. If the application paperwork does include these disclosures
and the brokerage provider is following disclosure notifications as required by
FINRA, we feel this is appropriate and adequate.
At minimum, prior to or at the time of brokerage window account opening at Alight
Financial Solutions LLC, a participant will have received and/or acknowledged
Alight Solutions, (2019).

Alight Solutions,
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